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T his month the Review  spotlights M ary land , an 
old state but one whose economy has been showing 
the boundless energy of a  teen-ager. The artic le  
underlines m ajo r characteristics of its booming 
economy and explores developments in im portant 
industries.

AN URBAN STATE Seven out of every ten persons 
in the S tate  reside in urban areas, a  s ligh tly  h igher 
ratio  than for the nation as a  whole. The S ta te ’s 
sm all land area  and large  urban population combine 
to g ive it one of the nation ’s h ighest population 
densities. In 1960 only five other states had a 
g reater density than M ary lan d ’s 314 persons per 
square m ile. M ost of the urban residents live in a 
strip  of te rr ito ry  stretch ing from the D istrict of Co
lum bia to B altim ore—-an area  part of a  large  urban 
concentration extend ing a ll the w ay to Boston. Popu
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lation experts forecast that th is la rg e r  a rea  w ill 
even tually  develop into a  continuous “strip  c ity .” 

Betw een 1950 and 1960 the population of M ary 
land increased by n early  a th ird , a  rise exceeded by 
only eight states and w ell above the increase of 19% 
for the country as a  whole. Four-fifths of the S ta te ’s 
gain  w as in the urban group, yet at the same time 
the largest c ity , B altim ore, lost popu lation ! T h is 
occurred because m any B altim oreans m igrated  to 
the suburbs— areas which are also classified as urban. 
The two suburban counties ad jo in ing  the D istrict of 
Columbia also experienced sharp increases as they 
absorbed m any persons either m oving from the city 
or new ly a rr iv in g  in the W ash ington  area. A  few 
of the sm aller cities either lost population or had 
only sm all gains. Poor show ings in H agerstow n and 
Cum berland w ere closely connected w ith  layoffs at 
a  few large  industria l p lants.

A large port of the State's population is concentrated in a 50-mile-wide urban strip between the District of Columbia and Baltimore.

PO PU LA TIO N  DISTRIBUTION, 1960

•  Each dot represents 10,000 persons
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The grow th of the ru ra l population w as en tire ly  
in the nonfarm  group. The number of persons liv 
ing on operating farm s fell by roughly 40%  as m any 
persons quit ag ricu ltu re  in favor of more lucrative 
sources of income. From  1950 to 1959 the num ber 
of farm s dropped from 36,107 to 25,122, and land in 
farm s fell from 64%  to 55% of M ary lan d ’s land area.

D uring the decade the S ta te ’s nonwhite population, 
n early  a ll of which is N egro, grew  faster than the 
white population. In 1960 nonwhites represented 
17% of the total, w hereas in 1950 they accounted for 
16.6% . T h is grow th, which w as p rincipally  a  re 
sult of natu ra l increase, w as concentrated in B a lti
more C ity , where more than three-fifths of the non
w hite population now lives.

A WEALTHY STATE In 1961, the S ta te ’s residents 
had a per cap ita income of $2,478— an amount $213 
or 9%  above the national average. The h igh in
comes are concentrated in the B altim ore and 
W ash ington areas. M ontgom ery County, which 
serves as a “bedroom suburb” for m any Federal e x 
ecutives has one of the highest per capita incomes in 
the nation. In contrast, m any of the ru ra l counties 
have incomes w ell below the national average.

Severa l factors account for M ary lan d ’s relative 
prosperity . The im portant role of the F ederal Gov
ernm ent, the presence of h igh-w age m anufacturing 
industries, and the re lative ly  m inor position of a g r i
cu lture are the principal ones. The Federal Gov
ernm ent, which has a  h igher pay scale than m any 
other em ployers, looms large  in the S ta te ’s economy. 
In 1960 w ages and sa laries from this source provided 
tw ice the relative share of payro ll income that they

Although all but four of the 24 counties experienced some growth

did nationw ide. P roducers of durable goods such as 
steel, ordnance, and autos lend support to m anufac
tu rin g  w ages. S ince 1956 average w eekly earn ings 
in m anufacturing have been above the national av er
age. Farm s, a  genera lly  low -rank ing source of in 
come, employ a small portion of the labor force and 
therefore do not exert much dow nw ard pressure on 
average income.

D uring most of the 1950’s per cap ita income re 
m ained about 8 % above the national average— a 
significant fact in view  of the S ta te ’s much h igher 
percentage increase in population. About 40%  of the 
population increase wras due to net in -m igration . 
E vidently, m any of these persons wTere income earn 
ers, a  development which helped to offset the de
p ressing effects on average income of a  large  increase 
in the num ber of children.

A s well as having a  h igh average income per per
son, the S tate  has proportionately more of its popu
lation in the upper and m iddle income brackets than 
the nation as a  whole. Of the 687,000 F edera l in 
d iv idual income tax  returns filed in 1959, 10% 
showed ad ju sted  gross incomes of $ 1 0 ,0 0 0  or more. 
N ationw ide, 7.9%  of the returns fell in th is category. 
About one-third of the returns in both the S tate  and 
the nation w ere in the m iddle income group, w hereas 
in the low bracket, w ith  incomes under $5,000, the 
proportion w as sm aller in M ary land .

THREE GIANTS M anufacturing , governm ent, and 
trade account for more than half of the labor force 
and w'ages and sa laries. Com pared w ith  the na
tion as a whole m anufacturing is re la tive ly  less im 
portant, governm ent is more significant, and trade is

during the 1950's, the major portion occurred in the urban strip.

PO PU LA TIO N  C H A N G E, 1950-1960

State Average 32%

More than 32%
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MANUFACTURING IN MARYLAND, 1958

Employees

Industry Number
Per Cent 
of Total

Total 256,897 100.0

Transportation equipment 43,723 17.0

Primary metals 35,991 14.0

Food products 35,780 13.9

Apparel 22,107 8.6

Electrical machinery 16,635 6.5

Fabricated metals 14,477 5.6

Chemicals 12,908 5.0

Printing 11,943 4.6

Nonelectrical machinery 10,600 4.1

Other 52,733 20.5

Source: U. S. Department of Commerce, Bureau of the Census.

about the same. The large  role of the F edera l Gov
ernm ent m irro rs the situation in the neighboring 
state of V irg in ia .

MANUFACTURING Even though m anufacturing  is 
re la tive ly  less im portant in M ary land  than in m any 
other states, it is s till v e ry  significant, accounting for 
more than one-fifth of both the labor force and total 
w ages and sa laries. In 1958, the year of the most 
recent com prehensive census of m anufactures, the 
S ta te  ranked 17th in m anufacturing em ployment and 
15th in va lue added by m anufacturing, w hereas it 
w as on ly 2 1 st in  population.

Betw een the two broad types of m anufactures, 
durables and nondurables, the form er is more im por
tant to the S tate. In 1958 two durable goods m anu
factures— transportation  equipment and p rim ary  
m etals— led the list in both em ployment and value 
added. H elp ing to g ive the p rim ary  m etal products 
industry its first p lace in value added w as the g ian t 
Sparrow s Po int steel p lant in B altim ore County. 
T h is m ill, which is the nation ’s biggest, em ploys close 
to 27,000 persons.

A n overw helm ing proportion of the m anufacturing 
ac tiv ity  is located in M etropolitan B altim ore. In
1958 plants in B altim ore C ity and the counties of 
B altim ore and A nne A rundel produced four-fifths of

Value Added

Industry
Amount
($ Mil.)

Per Cent 
of Total

Total 2,379 100.0

Primary metals 430 18.1

Transportation equipment 395 16.6

Food products 326 13.7

Chemicals 193 8.1

Electrical machinery 152 6.4

Fabricated metals 135 5.7

Apparel 119 5.0

Nonelectrical machinery 105 4.4

Printing 99 4.2

Other 425 17.9

the value added and employed three-fourths of the 
m anufacturing em ployees. A lthough dw arfed by the 
size of m anufacturing in th is area, there are other 
im portant but sm aller centers in the counties of 
A llegan y , W ash ington , P r i n c e  Georges, and 
W icom ico.

The reg ional d istribution of M ary lan d ’s m anu
facturing  changed somewhat during  the 1950’s. B e
tween 1954 and 1958 B altim ore C ity  slipped from 
47.4%  to 44.7%  of the S ta te ’s va lue added, and 
W ash ington  County went from 4.1%  to 2 .6% . The 
largest re lative gains in value added w ere experienced 
by several of the counties ad jo in ing  B altim ore C ity.

Between 1950 and 1961 m anufacturing em ploy
ment g rew  faster than for the nation as a  whole. 
N evertheless, the 10% gain  in such em ployment was 
only one-third the rate  of increase in the S ta te ’s 
nonm anufacturing industries. Em ploym ent gains 
lagged behind big increases in output as m anufac
tu rers ra ised  p roductiv ity by using more and better 
p lant and equipment.

GOVERNMENT Included in the governm ent cate
go ry  are  members of the arm ed forces, F ederal 
c iv ilian  em ployees, and em ployees of the S tate  and 
the 328 local governm ents. L argest of the civ ilian  
governm ent em ployers is the S tate  and local group,
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THE MARYLAND LABOR FORCE, 1961 M AJOR SOURCES OF PAYROLL INCOME 
MARYLAND, 1960

Thousands Per Cent 
Industry___________________________ of Persons____________of Total

stal labor force 1,215.9 100.0

Armed forces 55.0 4.5

Civilian labor force 1,160.9 95.5

Unemployed and on strike 70.3 5.8
Manufacturing 256.5 21.1
Government 179.2 14.7

State and local 100.2 8.2
Federal civilian 79.0 6.5

Trade 193.2 15.9
Services 130.3 10.7
Self-employed, unpaid family work

ers, and domestic servants 106.3 8.7
Contract construction 61.3 5.0
Transportation 43.4 4.0
Agriculture 46.0 3.8
Finance, insurance, and real estate 44.9 3.7
Communications and public utilities 22.1 1.8
Mining 2.4 0.2

Note: Labor force is measured by place of work rather than 
by residence.
Sources: State of Maryland, Department of Employment Security; 
U. S. Department of Commerce, Bureau of the Census.

which in 1961 provided work for 8 % of the labor 
force. In the postwar period these governments 
have assumed a  much b igger role in response to the 
demands of a grow ing population. In 1950 they 
provided 5.9% of total wages and salaries. A  decade 
later, after grow ing faster than any other m ajor 
source of w age and sa la ry  income, their share was 
up to 8 .5% .

The proportions of the S ta te ’s personal income and 
employment o rig in ating  in the State  and local gov
ernm ent sector are not unusually high. The add i
tional amounts provided by the Federal Government 
are wrhat rea lly  make governm ent so im portant to 
the State. About 55,000 men are stationed at m ili
ta ry  installations such as Annapolis, Fort M eade, 
A ndrew s A ir Base, and Aberdeen Proving Grounds. 
Another 79,000 persons work in Federal civ ilian  
jobs. The D epartm ent of Defense accounts for more 
than one-third of them, but other sizable em ployers 
are the B ureau of O ld-A ge and Surv ivors Insurance 
in B altim ore County, the Bethesda-based N ational 
Institutes of H ealth, the A tom ic E nergy Commission 
in Germantown, the B eltsville A gricu ltu ra l Research 
Center, and the Post Office Department. W ith  all 
of this Federal activ ity  included, government em 
ploys close to one-fifth of the labor force and pro
vides about 27%  of w age and sa lary  income. The

*lncludes insurance and real estate.

Government, manufacturing, and trade lead as sources of income.

la rger share of income is explained by governm ent’s 
h igher wage scale and by the m any residents of 
M ary land  who have Federal jobs in W ash ington ,
D. C. These persons are not counted in the labor 
force because the m easure excludes anyone liv ing  in 
M aryland  but w orking elsewhere. If they were in
cluded, em ployment would be shown as more im 
portant than it is by the present m easure.

The size of government has been a m ajo r reason 
for the S ta te ’s com paratively m ild reaction to the 
business cycle. D uring the postwar period there 
have been four cycles, and in each one personal in 
come in M aryland  has been somewhat less adversely 
affected than in the nation. In the most recent year 
of recession, 1960, personal income expanded by 
5.1% , compared wTith 4.5%  for the country as a 
whole.

TRADE Together, wholesale and reta il trade pro
vided jobs for 16% of the labor force in 1961. A s 
would be expected, trade follows population and in 
come. Thus in 1958, the year of the latest census 
of business, three-fourths of the reta il sales were in 
Baltim ore C ity and the counties of Baltim ore, Anne 
A rundel, M ontgom ery, and P rince Georges.

W holesale trade, which provided 40,000 jobs in
1961, is especially im portant in M ary land  because of
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the Port of Baltim ore, which in 1960 ranked second 
am ong the nation ’s ports in foreign tonnage handled 
and th ird  in do llar va lue of shipments. Separate  
wholesale trade figures for the Port are  unavailab le, 
but in 1958 three-fourths of the S ta te ’s wholesale 
business w as transacted  in B altim ore C ity, where 
most of the Port is located.

Betw een 1950 and 1961 reta il em ployment grew  
faster than w holesale, and added together, the two 
types of trade rose by 32% — a better gain  than the 
average of 27%  for a ll nonagricu ltu ral em ployment.

SERVICES Not far behind trade are services. In 1961 
this d iverse category ranked fourth in employment 
and supplied 11% of w age and sa la ry  income. The 
labor force table understates employment in services 
because m any jobs listed under the large  self-em 
ployed category are in the service trades. Between 
1950 and 1961 services experienced hearty  grow th 
as m any persons and business establishm ents decided 
that it w as cheaper or more convenient to let a 
specialist do the job. The fastest grow th w as in the 
business services category.

CONSTRUCTION Population growth and construc
tion go together. A ccording to the recent census, 
one-third of the S ta te ’s housing units w ere con
structed between 1950 and 1960, and tw o-th irds of 
them w ere located in the fast-grow ing suburban 
counties of B altim ore, Anne A rundel, M ontgom ery, 
and Prince Georges. N onresidential and public w orks 
construction also  experienced healthy grow th. Of 
the three sectors, public w orks perform ed best.

Based on its proportion of the labor force and p ay
roll income, construction holds a  la rge r position in 
the M ary land  economy than it does nationw ide. Y et, 
in term s of re lative grow th it has lagged  behind the 
nation and several of the ad jo in ing  states. Between 
1950 and 1961 the value of contract aw ards rose by 
41%  com pared w ith  75%  for the nation.

TRANSPORTATION Together, ra ilroads, shipping, 
trucking , and a irlin es provide jobs for 4%  of the 
labor force. Between 1950 and 1961 total transpor
tation em ployment dropped by 7% as reductions by 
the ra ilroads more than offset gains in truck ing  and 
w aterborne commerce.

L ike  trade, transportation em ployment receives a 
b ig boost from the Port of Baltim ore. A ccording 
to an estim ate by the M aryland  Port A uthority , 
about 45,000 w orkers are d irectly  involved in port 
activ ities.

M ost of the commodities handled in the P o rt’s 
foreign commerce are bulky raw  m ateria ls and sem i
finished products. M easured  by tonnage, the m ajo r 
im ports are m etallic  ores, residual fuel oil, and sugar.

In 1960 B altim ore im ported 40%  of the iron ore 
shipped to the U nited S tates. The most im portant 
export is coal, accounting for roughly a  th ird  of the 
P o rt’s exports in 1960. O ther b ig exports are rolled 
and finished steel m ill products and grain .

Since 1950 the Port has had several ups and 
downs. T otal foreign trade tonnage in 1960 was 
much h igher than in 1950 but w ell below the high 
levels occurring in 1956 and 1957 when the Suez oil 
cris is brought large  sales of coal to European na
tions. Im port tonnage exceeded the export figure 
in every  year of the decade. In 1960 im ports w ere 
more than four tim es as large.

AGRICULTURE For the S tate  as a whole, ag r icu l
ture p lays a  re la tive ly  m inor role. In 1961, 4%  of 
the labor force w orked on farm s, a proportion about 
one-half the national ratio . W ages and sa laries are 
a  sm all part of farm  incom e; the m ajo r portion comes 
from ownership. H ow ever, even after add ing in the 
proprietors’ share, income from agricu ltu re  rep re
sented less than 2%  of total personal income in 1960.

The most im portant farm  commodities are m ilk , 
bro ilers, cattle, and tobacco. In 1960, m ilk and 
bro ilers together accounted for n early  one-half of 
total cash receipts. The d a iry  and livestock farm s 
are located close to the b ig  fluid m ilk consum ing areas 
of B altim ore and the D istrict of Columbia. B ro iler 
production is concentrated in la rge  enterprises on the 
Eastern Shore, and v irtu a lly  all of the tobacco is pro
duced in five southern counties. Two other im por
tant commodities are feed crops and vegetables. 
About tw o-th irds of the vegetables are  produced by 
large  truck farm s on the E astern  Shore.

Between 1950 and 1960 physical production of 
most commodities showed large  gain s, but because 
of low er prices, cash receipts g rew  only m oderately. 
Of the m ajo r commodities, bro ilers experienced the 
biggest grow th in physical production w ith  a  boom
ing 8 8 % , but low er prices held down the grow th in 
cash receipts to 57% .

M ost of the farm s are  sm all in land area  and in 
value of products sold. In 1959, 53%  of the farm s 
had less than 100 acres and 56%  had cash sales 
under $5,000. The large  decline in the num ber of 
farm s and the am ount of land devoted to farm ing 
m ostly involved sm all farm s such as these.

M ary lan d ’s ag ricu ltu re  is characterized  bv high 
production expenses in relation to sales. D airying , 
the most im portant type, requ ires large  cap ital out
lays and feed purchases. F igu res  on per farm  in 
come reflect these costs. In 1961 realized gross in 
come w as 18% above the national average, but after 
sub tracting production expenses and ad ju stin g  for
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changes in inventories, total net income per farm  was 
27%  below the com parable figure for the nation. 
M any of the sm aller farm  operators depend on other 
sources of income to supplement farm  earn ings. In
1959 nearly  one-half of the farm ers had other jo b s ; 
for m any of these, nonfarm  income exceeded dollar 
sales of farm  products.

COMMERCIAL BANKING In 1960 M ary lan d ’s in 
sured banks employed over 7,000 persons and paid 
out $28 m illion in w ages and sa laries. T hus, in ad 
dition to perform ing invaluab le services for the 
economy, they are them selves im portant sources of 
income and em ployment. A lso in the financial com
m unity are employees of stock brokers, insurance 
companies, real estate agencies, savings and loan a s 
sociations, m utual savings banks, and sm all loan com
panies. In 1961, em ployees in the en tire financial 
group num bered n early  45,000.

Since W o rld  W a r  II the num ber of banks has 
stead ily declined as previously independent units 
have m erged. Between 1950 and 1961, w hile the 
number of banks dropped from 164 to 133, the num 
ber of branches more than doubled, ris in g  from 119 
to 252. A  sm all part of the increase came from the 
conversion of m erged banks into branches, but most 
of it w as due to the opening of new banking offices 
to meet the needs of the expanding population.

M ost of the banks are sm all. In 1961, insured 
banks w ith  deposits of less than $ 1 0  m illion rep re
sented three-fourths of the 131 insured banks but 
held less than one-sixth  of total deposits.

Between 1950 and 1961 bank resources g rew  by 
60% — a rate m atching the national average and 
above that of a ll of the ad jo in ing  states except V ir 
g in ia . Banks made a m ajo r shift in assets as hold
ings of U . S . Government obligations w ere reduced 
and loans to ind iv iduals and business were expanded 
g rea tly . B y the end of the period loans had sw itched 
position w ith Governments as the m ajo r type of asset.

STATE AND LOCAL GOVERNMENT FINANCE M ary 
land ’s large  population grow th combined w ith back
logs in demand, a h igher standard  of liv ing , and in 
flation has caused a b ig expansion in the finances of 
the S tate  and local governm ents. Complete data for 
trac ing  this grow th are unavailab le since the B ureau 
of the Census did not begin m aking annual estim ates 
of total S tate  and local finances until 1957. N ever
theless, a good im pression of trends m ay be gained 
by looking at the S tate  governm ent, which in 1960 
accounted for more than one-half of S tate  and local 
genera l revenues and expenditures and n early  one- 
th ird  of the outstand ing net long-term  debt. B e
tween 1950 and 1960 M ary lan d ’s revenues and ex 

penditures behaved like those of most other states as 
they increased in nearly  every year, and more than 
doubled over the decade. Education and h ighw ays 
were the two largest expenditure categories, and both 
showed big increases as they reacted to the 67%  
grow th in public school enrollm ent and the 92%  in 
crease in motor vehicle reg istrations.

E xpend itures for current expenses such as sa laries, 
office supplies, and fuel w ere paid for by current 
revenues, but outlays for school build ings, bridges, 
and tunnels w ere in large  part covered by borrow ing. 
D uring the period the S ta te ’s debt expanded five
fold, an increase exceed ing the quadruple average 
for all state governm ents. For the years  for which 
local data are availab le , the same upw ard trends are 
evident in total S tate  and local finance that are found 
in the S tate  component.

In 1960 genera l revenues of the M ary land  S tate 
and local governm ents am ounted to $236 per capita, 
versus $242 nationally , and represented 9 .9%  of per
sonal income— a full percentage point below the 
national rate. S tate  and local expenditures equaled 
$269 per capita, $19 below the national figure. Debt 
was $489 per cap ita— considerab ly more than the 
$342 average for a ll S tate  and local governm ents. 
Because of th is, per cap ita in terest paym ents were 
well above the national average.

SUMMARY T his artic le  has stressed two factors 
p lay in g  an im portant part in the S ta te ’s vigorous 
economic grow th. T hey are (1 )  the b ig rise in 
urban population and (2 )  the S ta te ’s h igh level of 
income. T he recent population grow th, which was 
due to the combined stim ulants of net in -m igration  
and natu ra l increase, w as both a resu lt and a  cause 
of economic grow th. H ad it not been for the av a il
ab ility  of new jobs, such large  num bers of people 
would not have moved into the State, but w ithout 
the b ig  natu ra l increase the demand for new hous
ing and other consum er goods and services would 
have been sm aller.

H igh  income is related to the urban concentration. 
It is in the cities that the big em ployers— govern
ment, m anufacturing, and trade— are located. B e
cause of the greater relative im portance of c ity  em 
ploym ent and the high w ages paid in m any m anu
facturing  industries and governm ent, the M aryland  
per cap ita income is wrell above the national average.

This article is the second of a series of economic 
profiles of states in the F ifth  Federal Reserve District. 
A booklet on the Virginia economy is now available on 
request and a similar study of Maryland will be pub
lished later this year.
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Nonfarm  M ortgage Foreclosures
Am ong the more sign ificant trends of the past few 

years has been the rap id  rise of foreclosures on non
farm  real estate m ortgages. Despite h igh levels of 
p rosperity and a fa ir ly  rap id  rate of economic grow th, 
such foreclosures have risen  from a low of 10,400 in 
1946 to 73,074 in 1961. T h is is still far below the 
trag ic  experience of the 1930’s, when foreclosures 
exceeded 10 0 ,0 0 0  each year, reach ing a  peak of
252,000 in 1933. B ut the present situation bears 
w atching, nonetheless, and m ortgage lenders are 
keeping a  w eather eye on the trend.

The black, dashed line on the chart above shows to
tal foreclosures since 1946 on a sem i-logarithm ic scale 
( a  s tra igh t line shows a constant percentage rate of 
ch an ge). Between 1952 and 1960 foreclosures in 
creased at an average annual rate of about 18% . In 
1961 they increased by 42% , the highest percentage 
increase for any y e a r  in the postw ar period.

If foreclosures w ere increasing only as rap id ly  as 
the number of m ortgages outstanding, one could

dism iss the trend presented in the previous chart as 
the consequence of an expanding m arket. Such, 
however, has not been the case, and foreclosures on 
residentia l properties per thousand m ortgages in 
force have genera lly  increased over the decade, as 
the follow ing chart shows.

FORECLOSURES BY TYPE OF LOAN The first chart 
reveals that the ris in g  trend of foreclosures has not 
been confined to one type of m ortgage. It is obvious, 
however, that foreclosures on G overnm ent-guaran
teed and -insured  m ortgages over th is period have 
climbed at a much faster rate  than foreclosures on 
conventional m ortgage loans. The rate of increase 
on F H A  loans in recent years  has been quite high 
and that on V A  loans has not lagged  far behind.

FACTORS BEHIND THE RISE The precise causes of 
the trend in foreclosures are  difficult to pinpoint. 
M any d iverse factors are involved, of course— di
vorce rates, geograph ical sh ifting of defense con
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tracts, and recall of reserv ists to active duty, to m en
tion only a  few. In addition to sociological and 
political factors, there are several im portant economic 
factors which bear on the likelihood of foreclosure—- 
such as the trend of m ortgage term s ( down-paym ent 
ratios and length of m a tu r ity ) , the trend of loan size 
relative to the income and wTealth position of the bor
row er, and the trend of real estate values. Each of 
these w ill be considered in turn .

MORTGAGE TERMS T here is no doubt that m ort
gage term s have eased g rea tly  since W orld  W a r  II. 
A t times conditions have become tigh ter as adm in is
trators of the Government guaran tee and insurance 
program s have sought to restra in  speculation or curb 
construction activ ity . The K orean W ar period, for 
exam ple, is a  case in point. In general, however, the 
direction of change has been tow ard greater ease— 
lower down paym ents and longer m aturities. A t the 
present tim e the m axim um  loan-value ratio  on F H A  
insured m ortgages is 97%  and m aturities m ay run 
up to 35 years  if bu ild ings are approved for insurance 
prior to construction. No down paym ent is cu r
ren tly  requ ired  on V A  m ortgages, and m ortgages 
m ay be guaran teed  up to 60%  of value or $7,500, 
whichever is sm aller. Conventional m ortgage term s 
have also  become easier. M any savings and loan 
associations, for exam ple, are now7 m aking loans of 
75%  or more of property values and perm itting  m a
tu rities of over 20 years . Such liberal term s w ere 
not common 15 years  ago. N evertheless, conven

HOME-MORTGAGE FORECLOSURES
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tional m ortgage term s have not eased as much as 
those on Governm ent-backed loans.

P rec ise ly  how the easing  of m ortgage term s over 
the past decade is related to the ris in g  rate of fore
closures is problem atical. It is reasonable to assum e, 
how7ever, that the low er the down paym ent the g rea t
er the probability of default, since the ow ner's equity 
w ill be sm aller over the lifetim e of the loan, p ar
ticu la rly  in the ea r ly  stages.

The effect of m atu rity  lengthen ing is less obvious. 
On the one hand, longer m aturities reduce the size 
of m onthly paym ents and impose a  sm aller burden 
on the borrow er’s income in c a rry in g  a  m ortgage of 
a g iven  am ount. But on the other, longer m aturities 
resu lt in a  s ign ifican tly sm aller ow ner’s equ ity  during  
the ea r ly  life of the m ortgage and increase the risk  
of default. The net effect is impossible to determ ine.

T here is evidence that a t tim es, at least, other 
factors are  more im portant determ inants of foreclo
sures than m ortgage term s. It should be pointed 
out, howTever, that the impact of liberal term s m ay 
not be read ily  apparent when term s are  becoming 
progressively  easier and property values are  rap id ly  
ris ing . In recent years  there has not been an acid 
test of liberal term s.

THE SIZE OF LOAN The size of loan relative to the 
income and w ealth  position of the borrow er is ob
viously an im portant determ inant of risk . A  loan of 
given size to a  borrow er w ith a sm all, uncertain  in 
come and low net worth is paten tly more r isk y  than

RESIDENTIAL CONSTRUCTION COSTS 
Boeckh Index

A n n u a l A v e ra g e , 1 9 4 7 -1 9 4 9 = 1 0 0
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the same loan to a  more w ealthy borrow er w ith  a 
larger, m ore stable income.

The w ealth  position of m ortgage borrowers is d if
ficult to estim ate, but inform ation on loan size and 
income indicates that the average size of loan has 
been grow ing  s ligh tly  faster than per fam ily  dispos
able income. Between 1947 and 1960 the average 
size of loan increased approxim ately 6.5%  per year 
w hile disposable income per fam ily grew  on the av er
age only 4 .8%  per year.

REAL ESTATE VALUES The value of the property 
which secures a m ortgage loan is another im portant 
determ inant of the loan’s safety. In a  period of r is 
ing property values the ow ner’s equ ity increases 
faster than would be the case in a period of stable 
values, and the risk  of default is correspondingly 
dim inished. M oreover, when real estate prices are 
ris ing , an owner who finds him self unable to meet 
his paym ents can genera lly  sell out at a  profit and 
avoid foreclosure.

The period since W orld  W a r  II has been one of 
r is in g  rea l estate prices. Home owners have r e 
ceived a w indfall increase in their equities, and m any 
a  m ortgage borrow er has been bailed out of trouble 
by the constant inflation of property values.

T here is some evidence, however, that the s itu a
tion is changing. The preceding chart shows that the 
trend of total construction costs has leveled off some
w hat. If construction costs cease to rise, property 
values a ll along the line w ill cease to climb since new 
houses are a  close substitu te for ex istin g  ones.

T h is would have a  m arked effect on the foreclo

sure situation , and probably there is some connection 
between the recent la rge  increase in foreclosures and 
the more m oderate rise in real estate prices. If 
property values rem ain stable or decline, the foreclo
sure situation m ay w ell grow  much worse. D eclin
ing property values plus the norm al depreciation of 
im provem ents would reduce the rate at which owners 
acquire equ ity and increase the risk  of default.

COMPETITION FOR MORTGAGES Despite ris ing  
foreclosure rates, m ortgage lenders in recent months 
have been active ly  seeking suitable m ortgages in 
which to invest. Evidence of the vigorous com peti
tion is the declin ing level of m ortgage rates in the 
secondary m arket. A nother indication is the in 
creased participation of com m ercial banks in the 
m ortgage m arket. T h is has resu lted  in part from the 
r is in g  costs of tim e and savings deposits and the con
sequent need for h igher y ie ld ing  investm ents. The 
chart below shows the cum ulative change in real 
estate loans held by w eekly reporting banks during  
the first part of several recent years . The increase 
thus far in 1962 has been g rea ter than in any recent 
year, even 1959, which w as a  record yea r for re s i
dential construction.

W h at effects w ill increased competition have on 
foreclosures? The answ er depends in part on how 
g reat the competition is. If it is intensive and pro
longed, other th ings being equal, m ortgage in terest 
rates w ill decline. T h is in itself w ill tend to have a 
favorable effect on foreclosures as lower in terest rates 
w ill allow  a m ortgage to be am ortized over a  g iven 
period w ith  sm aller m onthly paym ents re lative to a 
borrow er’s income and w ealth  position. O r lower 
rates m ay induce a  borrower to finance his home 
over a  shorter period, in which case he wTill increase 
his equ ity at a  faster rate and reduce the risk  of de
fault. If, however, fa llin g  in terest rates cause lenders 
to take m ortgages of poorer q ua lity  in  an effort to 
increase earn ings, the resu lt m ay be h igher foreclo
sure rates.

CONCLUSION The future, as a lw ays , is ve ry  un
clear. A  situation  ex ists , however, which bears 
w atching as there are some signs that the clim ate of 
the m ortgage m arket m ay be changing. F urther 
liberalization  of m ortgage term s m ay no longer be 
feasible, and the genera l inflation of the past 15 years 
m ay be grin d in g  to a halt. In such a case the period 
ahead m ight be one of stab le rea l estate values, and 
the conjunction of stable property prices, liberal 
term s, and la rge  loans in relation  to fam ily  income 
m ight w ell resu lt in still h igher foreclosure rates.
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In m any a  youthful m ind graduation  is sim ply, 
perhaps happily, the end of school. N ow adays, how
ever, a  grow ing  num ber seem to comprehend a  truth 
that reta ins v ita lity  despite a  degree of monotony 
inadverten tly conferred on it by generations of g rad 
uation orators. A  commencement is not an end but 
a  beginning— a new phase of life in which more 
specific preparations are made and careers actually  
begin. B y graduation  tim e the more en terp ris ing  
students w ill a lread y  have made their p lans, and 
sooner or later the others w ill face sim ilar decisions. 
In the end, less than half w ill continue their educa
tion. Boys w ill enter m ilita ry  service, and g ir ls  w ill 
m arry  or sim ply continue to live a t home. B ut most 
of the young people wrho g raduate this Ju n e  w ill be 
looking for employment.

Com prehensive, up-to-date statistics on school 
enrollm ents are not availab le . Furtherm ore, especially 
at the college and un iversity  level, g raduates cross 
state (o r D istric t) lines w ith  im punity, seeking the 
most prom ising opportunities. H ow ever, w ith the 
a id  of some current estim ates and statistics that show 
the trends of the past, the genera l characteristics of 
this y e a r ’s crop can be broadly outlined.

In the F ifth  D istrict about 200,000 students w ill 
g raduate from high schools, colleges, and graduate 
program s this June . Of the approxim ately  165,000 
high school graduates, about 70,000 w ill seek further 
education. About 80,000, alm ost half, w ill jo in  the 
labor force, either w ith jobs lined up or seeking jobs. 
The other 15,000, more or less, w ill choose other 
alternatives such as a  tour of duty w ith the arm ed 
forces or domestic responsib ilities. F ifth  D istrict 
colleges and un iversities w ill probably g raduate be
tween 37,000 and 38,000 this year. About 5,000 of 
these w ill continue their studies. T h is w ill leave 
between 32,000 and 33,000 seeking em ployment in 
their chosen vocations. Thus, the total addition to 
the labor force brought about by graduations from 
high schools and institutions of h igher learn ing  w ill 
probably be between 110,000 and 115,000.

ASSETS OR LIABILITIES T here seems to be a  tem pta
tion in some circles to view  this lump addition to the 
labor force writh some alarm . The D istrict labor 
force w ithout seasonal ad justm ent has recently to
taled about 6.3 m illion, and “a lread y” there are over
350,000, or 5 .8% , w ithout jobs. T ak in g  a most ex 

The importance of education is receiving more and more recognition as growing numbers of teen-agers and 20-year-olds look for jobs.
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trem e view , a  precip itant increase of 1 1 0 ,0 0 0  in the 
ranks of the unem ployed would raise  unemployment 
to an awesome 8 .7% . F a r  from being a  liab ility , 
however, these youngsters are re la tive ly  able and 
aggressive , capable of finding employment, and 
destined even tually  to p lay an active role in advanc
ing the economy. M any w ill have acquired specific 
sk ills  in high school. O thers w ill be receptive to 
on-the-job tra in ing . And the more than 30,000' re
cipients of college or g raduate degrees should have 
re la tive ly  little  difficulty finding jobs that w ill lead to 
positions of potential responsib ility in industria l, pro
fessional, or academ ic life. In any case, “economic 
liab ilitie s” are few and far between in the ranks of 
the graduates. Those who fail to finish high school 
are by and large the ones that w ill face em ployment 
problems.

M ANY LEAVE WITHOUT DIPLOMAS The evidence 
suggests that between 4%  and 5% of students en
ro lled in F ifth  D istrict p rim ary  and secondary schools 
drop out each year. W ith d raw al rates are low d u r
ing the ear ly  years  but are of significant m agnitude 
a t the high school level. A ccording to the Bien
nial Survey of Education in the United States, only 
three-fourths of the students enrolled in ninth and 
tenth grade classes during  the 1957-58 school year 
showed up in the eleventh and twelfth grades two 
years later. The net effect on the labor force of this 
attrition  w ith in  D istrict school system s is difficult 
to evaluate. On the surface it would appear that 
between 80,000 and 1 0 0 ,0 0 0  students of labor force 
age quit F ifth  D istrict secondary schools each year. 
A lm ost as m any dropouts as graduates annually  join 
the labor force, but w ith  far less chance of finding a 
place in the economic life of their respective com
m unities. Population experts say that before long 
the 2 0 -years-o lds w ill be the nation ’s fastest g row 
ing  age group, and competition for advancem ent w ill 
certa in ly  be keen.

BUSINESS CLIMATE FAVORABLE Job  prospects de
pend p rim arily  on local labor m arket conditions and 
the capab ilities of indiv idual applicants. B ut gen
era l economic activ ity  has an im portant bearing  on 
the speed at which newT w orkers are absorbed. T h is 
graduation  month finds F ifth  D istrict business oper
a tin g  at, or near, record levels according to v irtu a lly  
a ll p rincipal indicators. Bank debits, seasonally ad 
justed , reached a new high in A pril as did nonfarm 
em ployment and m anufacturing m an-hours. The 
D istrict labor force (fo r which seasonal ad justm ent 
is not yet av a ilab le ) has increased each month since 
the first of the year, but employment has grown 
faster so that unem ploym ent has stead ily  declined.

Em ploym ent increases w ere w idespread in A p ril 
w ith the most str ik in g  rises occurring in contract 
construction and trade. Gains w ere also prevalent 
in m anufacturing industries. The rise in seasonally 
ad ju sted  factory m an-hours w as led by furn iture , up 
more than 8 % between M arch and A p ril, and ap 
parel, which advanced n early  6 % . Gains of around 
4%  occurred in fabricated m e ta ls ; transportation 
equ ipm ent; lum ber and wood p ro d ucts ; stone, c lay , 
and g la s s ; and tobacco. Chem ical and tex tile  man- 
hours rose about 3% .

WITH SOME QUALIFICATIONS These advances 
added to sm aller ones that occurred ea r lie r  appear 
to proclaim  a b reak ing aw ay  from a p lateau-like s itu 
ation that gripped the F ifth  D istrict after the m iddle 
of last year. T hey represent to some extent gains 
wrhich m any analysts  had expected to be realized 
several months earlier. A lthough personal income 
is estim ated to have been at record levels during  
the ea r ly  months of the yea r and reta il trade has 
been good, consum ers genera lly  seemed to lack the 
exuberance expected in a sp ring  upturn during  a 
period of re lative prosperity . Then too, a fewT rather 
w eak areas have persisted . In m anufacturing, the 
im portant tex tile  and lum ber m arkets have been 
ham pered by w avering  demand. T extile  prices have 
rem ained v ir tu a lly  unchanged w hile costs have 
tended to rise. The fact that most countries ex 
porting tex tiles to the U nited States used up their 
quotas in the first half of the year m ay become a 
factor in a lte rin g  this situation during  the second s ix  
months. The coal business, according to recent re 
ports, has tended to decline again  after several 
months of g radua l im provement.

T he economy into which 1962 graduates are step
p ing is not hungry enough for m anpower to gobble 
them all up in one sw allow . Y oung men who have 
not yet fulfilled m ilita ry  tra in in g  obligations are find
ing some em ployers reluctant to hire them. B ut 
most firms, especially the la rge r ones, are tak in g  the 
best they can find despite uncertain ties. Those who 
are w ell qualified by genera l background and educa
tion can find p lenty of w ell-pay ing  opportunities from 
which to choose. The rest should find hunting con
ditions better than average as they seek to match 
their talents and in terests w ith the economic needs 
of society.
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